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EDITORIAL DEPARTMENT NOTE 


The guiding principle in the selection of material for use as Official 
Publications is that it shall be definite, specific and pertinent to some 
= of the broad field of industrial accounting and management. 

ecause of the intimate relationship between this field and the underlying 
currents of general business and the dependence of the one on the other, 
some considerable space is given each year to articles of a fag ty but 
fundamental character, a. of those basic phases of life and 
structure of business, a knowledge of which is a prerequisite to all 

The it publication belongs to this class. It i delivered 

resent publica ° is a paper delive 

recentl our Rochester Our membership is familiar 
with Brookmire material which appears monthly in the Bulletin. 
We are glad to be able to present by a member of the Brookmire 
Staff this more complete picture of the factors entering into business 
forecasting and the way in which these factors are wu: The author, 
C. B. Hutchings, was graduated from Syracuse University in 1911 with 
the A.B. degree and three years later secured his Master’s Degree in 
Transportation at the University of Pennsylvania. In 1916 he entered 
the Freight Traffic ent of the Burlington Railroad and for three 
years was in the thick of numerous cases heard before the Interstate 
Commerce Commission or handled by the Railroad Administration. In 
1919 he went to LaSalle Extension University as Chief Traffic In- 
structor for the non-resident work and Dean of the resident school. 
In 1921 he took charge of Transportation for the American Farm 
Bureau Federation and for three years participated actively in proceed- 
ings for securing lower transportation charges and better service for 
agriculture. For a short period before joining the Brookmire Con- 
sulting Board he was Secr of the National Transportation Insti- 
tute. He is the author of “Trans tion of Dairy Products” and 
editor of “Pros and Cons of the Transportation Act of 1920.” 


FORECAST FOR 1926 


Any adequate forecast of the conditions for the coming year 
must be based upon a careful study of the facts of the business 
situation which now exist, together with the causes which underlie 
them. It is, accordingly, my purpose in discussing with you the 
jtospects for 1926, first, to point out a few of the outstanding 
faets in regard to the business of last year; second, to consider the 
underlying causes for those conditions; and third, to measure the 
value of the favorable and unfavorable symptoms as they now exist 
in the business structure. 


EVIDENCE OF PROSPERITY 
There is universal agreement among students of business that 
1925 was a year of high business activity and that this business 


activity was widely diffused over a large number of different in- 
_— Let mé call your attention to just a few of the outstanding 


1. Many years ago we recognized the fact that railway car. 
loadings represented among other things the degree of business 
activity in the country. Last year the total was in excess of 
51,000,000, considerably above the 1924 figure and more than two 
per cent above the previous record year of 1923. 


2. As the general activity of business is recognized in railroad 
carloading, so steel, measuring the buying power of the railroads, 
has frequently been used as a thermometer of business conditions, 
Last year the production of steel ingots was 44,187,000 tons, nearly 
8,000,000 tons above the previous year and more than one half 
a million tons above the previous high record of 1917. 

8. Paper is a commodity so universally used in the manifold 
activities of business as to be in itself a measure of business actiy- 
ity. Production in 1925 of 7,450,000 tons exceeded by more than 
300,000 tons the output in 1924 and by more than 100,000 tons the 
previous high record of 1920. 

4. Building activity has continued on an exceedingly high 
level. Total contracts let for 1925 in thirty-six eastern states, as 
reported by the F. W. Dodge Corporation, were in excess of $5,821,- 
000,000, exceeding more than 25 per cent the contracts let in 1924, 
which were in themselves a previous high record. When to the 
figures here given are added those for the twelve western and 
southwestern states not included in the reports, it is estimated 
pony A building contracts during the year exceeded $6,600,- 

5. The production of cement reflects not merely the activity 
of building construction but also roadway and railroad and general 
construction work. In 1925, the output exceeded 161,000,000 bbls. 
or more than 12,000,000 bbls. above the 1924 output which in turn 
exceeded all previous records. 

6. Bituminous coal production in 1925 was 523,000,000 tons or 
40,000,000 tons above 1924. Although this does not equal the 
record output of 579,000,000 tons in 1918, yet when proper allow- 
ance is made for the increase in hydro electric power and the use 
of fuel oil, it is probable that the coal output ran close to, if not 
above, previous records. 

7. Rubber production in this country is practically nil. Our 
imports for the year were 384,000 tons or 70,000 tons above the 
previous high record of 1924. Despite the difficulties which a high 
price has produced, the United States seems to be intent upon 
consuming a large volume of this commodity. 

8. Production of cotton represents the activity of several 
million farmers in the south. The latest official estimate of the 
Department of Agriculture indicates the 1925 crop as 15,600,000 
bales and unofficial estimates run as high as 16,000,000 bales. This 
is more than 2,000,000 bales in excess of the 1924 crop and almost 
equals the 1914 record of 16,135,000 bales. ; 

9. Textile manufacturing is one of our principal industries. 
Cotton consumption in this country was 6,420,000 bales in 1925 
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com with 5,512,000 in 1924 and lacking only 400,000 bales of 
ing the previous high record of 1917. 


10. Production of automobiles has come to be one of the major 
industries of the country, consuming as it does 14 per cent of our 
steel. Last year’s production was 4,328,000 cars and trucks. This 
output was 18 per cent over 1924 and 5 per cent over the previous 
record year. 

11. Sales of agricultural implements are a fair measure of 
business done in the agricultural sections. Farm implements sales 
in the northwest for the first ten months of 1925 were reported at 
$27,187,000 or nearly 50 per cent in excess of the sales for the 
game period in 1924. 

These different industries of which I have spoken measure a 
sufficiently large proportion of the total business activity of the 
United States to show clearly that 1925 was a period of pronounced 
business expansion. Manufacturers, jobbers and retailers were all 
doing business at high levels and this expansion of business was 
particularly noticable during the last few months of the year. , 

The other principal characteristic of 1925 was the widespread 
diffusion of this high level of prosperity. Labor was generally 
employed throughout the country, both in the large and small cities 
and on the farms. There was neither a cry of a labor shortage nor 
of a large volume of unemployed. It is particularly noteworthy 
that in this year of high business volumes the labor supply was so 
nearly adjusted with public demand. 

Further, it should be noted, that, generally speaking, labor 
was employed at good wages and without material friction with 
the employers. Aside from the anthracite coal strike, there has 
been neither strike nor lockout to mar the generally peaceful 
relationship between employee and employer. Perhaps this is due 
to the high level of wages or, perhaps, it may be due to the greater 
comforts enjoyed through a wider diffusion of a greater volume of 
consumers’ goods; but, be that as it may, the year is definitely 
marked by the ease with which the industrial machinery operates. 

Not only has there been prosperity for urban labor but agricul- 
ture as a whole has had a good income during the past year. While 
I purpose to speak somewhat more specifically of agricultural con- 
ditions a little later, it is desirable to mention here the fact that 
agriculture during the last year participated in the upward move- 
ment, despite the popular notion which so many politicians are 
expounding at the present time that agriculture is still in the throes 
of a depression. 

If labor is employed, if agriculture is employed and if both 
labor and agriculture as a result of their employment are able to 
buy, then it follows without question that capital too is profitably 
atwork. A careful computation which we have just made indicates 
that from May, 1924, to the end of 1925, the rate of dividend 
payments on all stocks listed on the New York Stock Exchange 
increased about 1214 per cent. While this is not by any means a 
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measure of the total —* of industry, it does indicate that in the 
general expansion of business, capital was able to secure a pro- 
portionate share of the profits. 


THE CAUSES OF PROSPERITY 


If we are to render a sound judgment as to the likelihood of 
the continuation of such a high level of business in such a satis- 
factory profit situation, it is necessary that we examine carefully 
the underlying causes which have a eon this situation. The 
United States is still a new and developing country and it seems to 
be the case that periods of poor occur only when there is 
a definite expansion of capital or when agriculture is in a position 
to enter the market for a large volume of materials used on the 
farm. Whatever measure of prosperity has been built up since the 
depression in 1920-21 has been the result of three factors: 1. The 
expansion of railroad plant; 2. Large building operations; 3. The 
—_ of the buying power of agriculture. Let us consider these 

order. 

As a result of the dislocation caused by the war, the general 
and drastic economies imposed by the business depression in 1920- 
21, the shopmen’s strike, and the bad weather the succeeding 
winter, the railroads in the fall of 1922 experienced the worst car 
shortage in history. They were at the same time confronted with 
numerous demands for readjustment in rate structure, every re- 
adjustment desired, of course, being for a reduction. It became 
evident to the railway executives that the only method by which 
they could successfully deal with the situation was to inaugurate 
and carry through a program which would assure to the public 
adequate, prompt and reliable transportation service. Accordingly, 
early in 1923, the American Railway Association adopted a definite 
program for capital and maintenance expenditures which required 
the reduction of bad order cars and locomotives to a minimum, 
provided for a purchase of new equipment, the extension and ex- 
pansion of the railway plant and the general improvement of rail- 
way facilities. There was appropriated accordingly, $1,059,000,000 
for new expenditures, of which more than $700,000,000 were actu- 
ally spent during that calendar year. 

In addition, the carriers increased their expenditures for main- 
tenance by another $300,000,000, so that 1923 saw a definite in- 
crease in railroad expenditures of approximately $1,000,000,000. 
In 1924 and 1925, the expenditures were somewhat less, both for 
maintenance and for new equipment and facilities. The actual 
expenditures in 1925 were about $2,100,000,000 for maintenance 
and $775,000 for new facilities. 

Appropriations for railroad expansion for next year are now 
estimated between $750,000,000 and $900,000,000. Appropriations 
carried over from 1925 are about $425,000,000. If we assume a 
carryover of three or four hundred million dollars at the end of 
1926, there is still nearly a billion dollars’ worth of expansion to be 
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done during the coming year in addition to more than two billion 
dollars’ worth of regular maintenance. 

In this connection, it may be interesting to note that the ex- 
penditures are not at all along the same line as in the past. There 
was a time when the expansion of railway facilities meant largely 
the-purchase of more locomotives and cars. Today the incr 
efficiency of operation has enabled us to pass through the peak 
months of the greatest volume of carloadings yet experienced with 
a minimum car surplus of 103,000 cars and a minimum of 4,450 
locomotives stored. Accordingly, while there will be some addi- 
tional purchase of locomotives and freight cars, the larger portion 
of the expenditures for new facilities will be for additional track, 
new and enlarged bridges, better terminal facilities and other simi- 
lar improvements. But regardless of the direction, the expenditure 
of such a vast amount of money will contribute largely to the pros- 
perity of the coming year in the same way as it has during the 
year that has passed. 

The second important factor in bringing about the present 
high level of business activity is the building situation. For more 
than a year, everyone has been looking for each month to indicate 
that the peak of building activity has passed. When March, 1925, 
contracts were reported at $481,000,000, we thought that building 
had certainly reached its crest, but April surpassed these figures 
by more than $65,000,000. Again in July contracts were $521,- 
000,000, only to be exceeded again in August by the record figures 
of $590,000,000. Even December, which should normally be a 
month of considerable contraction in the volume of contracts let, 
carried a total of nearly $511,000,000. Contracts awarded for the 
last six months of 1925 amounted to more than $3,000,000,000 to 
be expended during the coming months. While no one is able to 
say what is the average time elapsing between the awarding of the 
contract and the completion of the structure, it is evident that 
such a volume of contracts awarded insures a heavy movement of 
goods into consumption for the next six months at least, even 
though new contracts should be suddenly stopped. 

In regard to the question of over-building about which we 
have heard so much, it is worth while to point out the fact that 
45 per cent of the present contracts cover residential building. 
Whatever over-building there may be is largely confined to office 
space, high class hotels and expensive apartments. So far as 
medium-priced apartments and medium-priced houses are con- 
cerned, there is not now and has not been for a long time any over 
supply. Furthermore, during the years of 1920, 1921 and 1922 
agriculture drew its expenses down to the absolute minimum. Re- 
construction of farm buildings and the addition of new ones were 
practically unknown. As a result, there is some void, although 
its extent cannot be exactly measured in farm building. There- 
fore, we anticipate a continuance of this favorable factor in the 
business structure. 
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The third element in our business prosperity is that of agricul- 
ture. Iam more interested in discussing this with you somewhat at 
length, first, because it has been so completely neglected by many 
of our business economists; and second, because it is today being 
made the subject of much misrepresentation by some of the so- 
called “friends” of the farmer. In order to get a clear compre- 
hension of the present position of American agriculture, let me re- 
view its history for the last half century. 

From 1870 or approximately at the close of the Civil War 
down to 1900, agriculture was going through a period of pioneering. 
The Homestead Act of 1862 together with the construction of the 
Union Pacific—Central Pacific Railroad, the invention of the har- 
vester and other modern labor-saving devices brought a rush of 
settlers into the undeveloped waste. Land was cheap and could be 
had for the asking; agricultural supplies were produced in abund- 
ance. The result was a comparatively low level of prices of agricul- 
tural goods and a relatively low cash income and purchasing ability 
of the farmer. During these thirty years, the actual cash received 
per capita on the farm declined from $312 to $293. The actual 
cash received per farm declined from $593 to $525. However, other 
prices were declining more rapidly than agricultural prices, so 
that there was an actual increase in the purchasing power of the 
individual farmer by about 12 per cent. With this low income, it 
can readily be appreciated that the farming districts were a mar- 
ket for agricultural implements and necessities, but for practically 
nothing else. 

During the succeeding ten years, 1900 to 1910, agriculture 
entered upon a new era of permanence. The public domain had 
largely been occupied. The rapid expansion of agricultural pro- 
duction was checked, the home market being increasingly able to 
command and use the farmers’ products. As a result, while the 
thirty years preceding had seen an actual decline in the income per 
capita and per farm, these ten years saw an increase of 60 per cent 
in per capita income and an increase of 70 per cent in income per 
farm and an actual increase in per capita purchasing power of 
40 per cent. The result was that in 1913 the American farmer 
stood in the most favorable position with res to the purchasing 
of other commodities that he had ever s in during all his ex- 
perience. 

Before going further, let me say briefly that the figures which 
we use from 1909 to date, cover the gross sales of agricultural 
products off the farm, less farmers’ payments for interest and 
taxes. We do not use, as does the Department of Agriculture, 
the gross value of agricultural products, nor do we use, as the 
Department frequently does, a comparison of farm prices with 
other prices. We use the volume of actual cash received by the 
farmer from the sale of his goods, less the necessary expenditures 
for the taxes and interest, to determine his purchasing power. 
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With this explanation in mind, let us go on to the period from 
1912 to 1921. During these years, agriculture reached its greatest 
peak of ~~~ and then plunged into its greatest trough of 
depression. In two years, from 1919 to 1921, the farmer’s per 
capita income dropped from $1,200 to $516. The income per farm 
dropped from $2,330 to $1,000 and the purchasing power of the 
farmer’s income from 112 per cent of its prewar value to 70 per 
cent. There has been an inclination on the part of many people 
to hold the farmer’s speculation in land as responsible for this 
catastrophe. I only want to point out to you that such a tremendous 
decline in income and in the ability to secure the comforts and the 
necessities of life would produce a large protest from any section 
of the community. 

This portion of the farmer’s story is well known, but what 
has happened since 1921 has not frequently been told and it is this 
to which I shall particularly direct your attention. In the crop 
year 1921-22, the gross sales of farmers, less their sales to each 
other and further less taxes and interest, amounted to slightly 
over $5,100,000,000. In the succeeding year, there was an increase 
of 27 per cent to more than $6,500,000,000. In 1923-24, there was 
a further increase of 214 per cent to more than $7,100,000,000. In 
1924-25, there was another increase of 10 per cent to more than 
$7,800,000,000. The current year, 1925-1926, was practically the 
same as last year. In other words, in the four years since the 
bottom of the depression, agricultural income has increased more 
than 54 per cent, and the cash return to agriculture is now 164 
per cent of its income in 1913. The farmer’s complaint has been 
that his income has not gone up in proportion to the prices of other 
goods. However, when these income figures, and it is his income 
which actually deterinines his purchasing power, are set against 
the prices of other goods we find that in the year 1924-25 the 
farmer was actually able to buy 2 per cent more goods than he 
could in 1913, and remember that 1913 was the culmination of fifty 
years of improvement in the position of agriculture. 

Just at present, attention is being centered on the corn belt, 
with the particular disturbance area located in Iowa. The pre- 
cipitate drop in corn prices last fall has produced a wail to the 
effect that agriculture is on the rocks, and unless some drastic 
means is taken to correct the situation the farmer is likely to strike 
out blindly in every direction even if it is necessary to upset the 
whole business structure. Let us, therefore, examine this particular 
situation a little more closely in order to appraise it at its true 
worth, and since the state of Iowa is the principal source of the 
complaint, let us for the moment confine our attention to that state. 

Iowa is, of course, the great corn producing state of the coun- 
try, but this year the crop of Iowa has been far beyond anything 
that its farmers ever dreamed of. The state is literally choked with 
corn. The small crop of last year produced a high price and led 
every farmer to plant all available acreage. The weather was 
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favorable, growing conditions were fine and the result is an enor- 
mous surplus of corn which has acted as a drug upon the market, 

Unfortunately this is not all. For six weeks in October and 
November, when the corn should have been maturing and drying 
out, the weather was.one succession of rains and snows. Accord- 
ingly, much of the corn has been tested and found to contain be- 
tween 25 and 27 per cent water, and in some cases even more. 
Such corn is almost unmarketable and has been selling at a marked 
discount under the price of No. 3 or No. 4 corn. Accordingly, the 


farmer who has been growing his corn to sell for cash has found . 


himself with a poor product in a year when the supply was 
abundant. 

Still further, the small crop of corn last year left the feeders 
with small supplies. Accordingly, much of the breeding stock of 
both hogs and cattle was sold off the farms. Herds were reduced 
to a minimum. Now that a crop much larger than last year’s, 
though approximately the same as the five-year average, has been 

roduced there is not the normal demand from feeders. Accord- 
ly, an unusually large proportion of the corn crop will have to 
be sold as cash corn. 

Out of this situation, the politicians and would-be politicians 
have created a tremendous hubbub. The Department of Agricul- 
ture has been impelled to send special agents to investigate the 
situation, meetings of editors, of representatives of farm organiza- 
tions, of bankers, of congressmen, have been held in which more or 
less drastic resolutions have been passed and the one kind of real 
help which has been produced has been the organization of two 
credit corporations to extend five million dollars’ worth of credit to 
the Iowa farmers to enable them to hold and dry their corn, thus 
putting it into good marketable condition somewhat later than the 
time when the heavy run on the market usually occurs. On the 
whole, we believe that these two credit corporations will furnish 
very valuable assistance and help to tide over the situation. 

The importance of corn has been very much exaggerated in all 
this fuss. A large proportion of the corn never leaves the farm. 
Of the three billion bushels to be harvested this year, we estimate 
that only some 650,000,000 to 675,000,000 bushels will be sold off 
the farm. The balance will be fed to the hogs, cattle, horses, mules 
and poultry or used for human consumption and for seed. Seventy- 
five to eighty-five bushels out of every one hundred bushels pro- 
duced in this country never leave the immediate vicinity where 
they are raised, although there are certain sections where the 
of corn as grain is fairly important. However, the cash income 
from corn in the corn belt this year is only $19,000,000 under last 
year and is $40,000,000 above the average of the three previous 
years, and in Iowa is 25 per cent above last year. 

In the corn belt, cattle and hogs produce on the average 38 per 
cent of the farm income and products other than corn, cattle 
hogs, 52 per cent. Accordingly, any attempt to measure the pros- 
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perity cr poverty of the corn belt farmer by corn alone is wholly 
misleading. Changes in the return from the product producing 
10 per cent of the income do not by any means measure the whole 
situation. 

_ In these circumstances, one may well wonder why the noise 
in Iowa continues. The disturbance has been made largely upon 
corn, but the basic difficulty seems to be the shrinkage in land 
values.. In twenty years, from 1900 to 1920, the per acre value of 
farm land and buildings increased more than five-fold, from $43 
to $227. This gave every farmer the prospect of securing a com- 
petence from the increase in farm values over and above any return 
from the operation of his farm. In the last five years the average 
values have declined from $227 to $146 per acre. The increasing 
values of the last nine years have disappeared and the prospect 
of depending upon a competence so easily won has gone. In ad- 
dition, this shrinkage in land values has eliminated the values which 
should protect the farm mortgages and as a result of an attempt to 
liquidate indebtedness, many of the banks have been driven to the 
wall. In a single year sixty-three banks have been closed in Iowa 
and some of the others are in bad financial condition. The result 
is that particularly in Iowa and throughout the corn belt to some 
extent the confidence of the public has been shaken and that element 
of doubt has been introduced into the whole business structure. 
Where six weeks ago we could have viewed the agricultural out- 
look for 1926 as promising a situation of heavy agricultural buying, 
we must now recognize that it presents a considerable element of 
doubt and that this change may be the one small thing which will 
precipitate a turn in business conditions. 

We therefore, find that the prospect for railroad buying and 
for building continues good, but that the agricultural situation is 
mixed. We further realize that the level of business is exceedingly 
high and that it is difficult, if not impossible, for business to remain 
for any length of time upon that high level. The principal factors 
te the continuance of the good business situation are as 

ows: 

1. Our American banking situation is sound, with ample re- 
serves to take care of further business. 

2. A large volume of building and construction contracts has 
been placed, which will require several months for their completion. 

8. There is a considerable volume of forward orders for both 
manufacturing and wholesale concerns, which will keep them busy 
for some time regardless of the volume of current business to be 
secured in the immediate future. 

4. The transportation facilities of the country are functioning 
eficiently, moving goods promptly from producer to consumer with 
but few exceptions. 

5. For the crop year which began July 1, 1924, and ended 
June 30, 1925, agriculture sold in excess of ten billion dollars’ worth 
of products. For the crop year beginning July 1, 1925, present 
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en are that agricultural sales will slightly exceed this 
amoun 

6. The public generally has a very high degree of confidence in 
the attitude of Government toward business. 

On the other side of the picture, the following unfavorable 
factors are equally prominent: 

1. Bank deposits are being turned over at such a rapid rate as 
to indicate that the country is expanding its purchasing power 
faster than its earnings. This process cannot continue indefinitely. 

2. The abuse of instalment selling is a very definite present 


8. Urban and suburban real estate have been overbuilt with 
expensive office, hotel and apartment buildings. 

4. Considerable speculation is developing in vacant real estate, 
leading to a situation in which there are large paper profits which 
are not being used to pay actual current expenses. In time these 
expenses force a liquidation and deflation on such real estate. 

5. The end of the year 1925 indicated a growing competition 
from Europe and increasing imports of manufactured goods. 

Taken by themselves, either the favorable or the unfavorable 
factors would make an impressive showing. It is easy to draw 
either an optimistic or a pessimistic picture according as one looks 
at the first or the second side of the canvas. A true picture can 
only be taken by looking at both sides and showing the respective 
merits of the two sets of factors. 

At present, the high level of business has attained such a 
momentum and is sustained by such a volume of orders that good 
business is to be anticipated during the first half of the year. 
During the second half, the evidence is not so clear. The un- 
favorable factors which are mentioned above may easily so develop 
as to cause some reaction from the high level of the first half of 
1926. On the other hand, developments may be such as to neutral- 
ize these unfavorable factors and continue the present level of 
pepeny- It is too early to forecast definitely beyond the first 

of the year. 
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